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CHAPTER ONE
INTRODUCTION

11 BACKGROUND OF THE STUDY

In any organization there must be fixed asset mamagt policy and procedure. The
management has to give due attention to the actydémentation of the policy and procedure
concerning fixed assets because the major paheoinvestment in any organization is on fixed
assets. If fixed assets are not properly contrdidedjuired, valued, maintained and disposed of)
it will have a negative impact on the entire orgation strategic goal§Schuman and Brent,
2005:p.66)

Managing fixed assets from acquisition through apens and disposal, should be an integrated
and seamless process linking the various life cgbleses. Asset management is often one of the
last options to maximize cost savings in a comipetiglobal economy due to its intrinsic
complexity, especially in many developing countridsset management in the process industry
must consider the commissioning, operational ardicdife phases of physical assets when
commencing a design and implementation projectefssanagement performance measures
should ensure formal, comprehensive, integratedymented planning, and control methods for
the acquisition, use, maintenance, leasing ancddaf physical assets, including energy and
utilities. (Schuman and Brent ,2005:p.66)

The care and servicing of maintaining equipmert fatilities ensures satisfactory operating
condition by providing for systematic inspectiortettion and correction of incipient failures
either before they occur or before they develom intajor defects(Schuman and Brent,
2005:p.66)

As a result of long time use, all plant or fixedsetsexcept land, lose their capacity to yield
services. Therefore the cost of such assets wmitdansferred to related expense accounts in an
orderly manner during their expected useful lifed ahis periodic cost expiration is called
depreciation. Depreciation expense is part andebanf fixed asset. It needs policy and
procedure for the depreciation ragelitchell, 2002,p.201)



Obsolete materials are those which are not usefthhé company for various reasons, such as,
changes in design or model, changes in the pramugtiocesses, or changes in the product-line,
scrap and obsolescence must be dispogési(ng,1976,p.316)

1.2 BACKGROUND OF THE ORGANIZATION

The establishment of an organization that has tiefgahe demand of the Defense in terms of
construction is necessary. Hence, information ssunedicate that an extensive department was
organized since 2001 with a name of Engineeringr@nation Main Office. Among the major
responsibilities of the main office are:

» the construction of residential Apartments andirlg Quarters, Offices, Stores, Depots,
Training Centers, Hospitals and.
* Providing Support to the Command Forces in termsaafess to Roads Water Supply,

Construction, and Military Engineering.

In order to carry out these duties/responsibilities office has purchased Trucks, Dozers,
Loaders, Graders, Mixers and other constructionpegents etc and, in addition to operate and
service the machinery, a three months basic addlelevel training has been given to recruits

from the Defense Force.

Since 2001 the Enterprise has undertaken the cmtistn of 11 Military Garrisons, the cost of
each being 45 Million birr, in Bate, Elidar, GamlbelFitche, pawe, Chilga | & Il, Adihageray,
Zibangedena, Adwa, Hidegahamus,. As of the mid420addition to the aforementioned
construction works, construction of Military Gaorss, Military Helicopters pads, prisons, office

expansion work of training centers, depots staesidence villages etc. have been undertaken.

Organizational changes:



* After 2004, following the organizational restructy in the Ministry of Defence the activities
that were undertaken by the Engineering coordinaMain office, namely, the Military
Engineering activities, have been transferred &odbmmands and, along with them, some of
the construction equipments were distributed amtege commands. Thus the organization
span of the enterprise has been limited to the irengaactivities. The organization operated as
Construction Task Forces Coordination Office and bagan to undertake various activities
from 2004 up to mid 2005.

In the mid-2005 the Coordination Office was reoigad as a Development Enterprise bearing
the name Defence Construction and Engineering fmser The designing and control works

that had hitherto undertaken by the Coordinatiofic®fwere integrated under the sector of

Defence Industry and Infrastructure and the orgdiim was made to work under the

supervision of the sector office.

» After an extensive study and experience of sinlayanizations, the Defence Construction
and Engineering Enterprise(DCEE) has been integratgtonomously as a development
enterprise under Defence Infrastructure and Cocistru Department as of April 24/2008.The
DCEE is governed by a board of management and ntAg@r organizational structure
comprises of General Manager, Deputy General Mandge departments, and 3 service
provision sectorsDCEE E, 2000,p.1-3)

1.3 STATEMENT OF THE PROBLEM

Proper asset management allows organization to kesi of details of each fixed asset,
ensuring proper control and preventing misapprdipnacarrying out planned maintenance, and
enabling strategic decision before disposal. Rropgnagement also keeps track of the correct
value of assets, which allows for computation oprdeiation and enables the generation of
accurate, complete and customized reports requifed management decision.
http://en.wikipedia. org/wiki/ Fixed assets. Friday, 8 January 2010 3:00 PM).

e« The material management of Defence Construction Bndineering Enterprise was not gone

according to this concept observe form its dailyitg studied by the researcher.

1.4 BASIC RESEARCH QUESTIONS



What is the application of the enterprise inpaopracticing of policy and strategy of recording
fixed asset looks like?

What is the enterprise in applying appropriate gyolind strategy on depreciation calculation looks
like?

What is the enterprise’s practice or preventivemeasiance on fixed asset?

What is the enterprise’s practice on revaluatioitsoAsset?

What is the experience of asset disposal ingherprise?

1.5 OBJECTIVES OF THE STUDY

General Objective

The main objective of this study is to investigéte fixed Asset management practice of Defence

Construction and Engineering Enterprise.

Specific Objectives they are to:

1.6

To assess the Enterprise’s policy, procedure aadpmactice on record keeping of fixed

assets.

To assess the Enterprise’s policy, procedure aal practice on computation of

depreciation.

To assess the Enterprise’s policy, procedure aaldpractice on preventive maintenance of

fixed asset.

To assess the enterprise practice on revelatifineaf asset.

To identify whether properly disposes it asset.

SIGNIFICANCE OF THE STUDY

This study will be significant for big organizat®rike Defense Constriction Engineering

Enterprise’s (DCEE) because the management haseteobcerned about its fixed asset

management policy procedure and real practice.



The assumption of the study is:-

e It will try to find out the limitation and of theucrent fixed asset management system and
proposes an alternative system that alleviatesuineent problem and recommended ways

of strengthening the fixed asset management system.

 Generally it paves the way for initiating furthetudies or can be considered as a

cornerstone for other studies.

1.7 SCOPE OF THE STUDY

* The scope of the study covers fixed asset managdmeed in Defence engineering
Construction Enterprise from acquisition to paisition (Life cycle Asset management).
This study covers the situation that ranges fro@722010. Since | joined the organization
in 2007.

1.8 RESEARCH DESIGN AND METHODOLOGY

1.8.1 Research Design
The research design method of this paper is ghtiser study. This design is chooses because

of the nature of the data that were collectecbmfthe respondent and nature of the study
title, which needs a descriptive analysis omfu@tive approach.

1.8.2 Population and Sampling technique
The population of the study include (as of Jan 20&0Oncerned departments (Material
management Department, Finance Department, Equiphtenin. and maintenance department,
Audit and Inspection Service and purchasing seyuigember ofpopulation is 45. Because of

manageable unit of the population and to have éitguata census was used in the following

table.
S. N
Department Population Remark
1 Material management 15
2 Finance Department 10
3 Equipment Admin, and maintenance 10




4 Audit and Inspection service 4

5 Purchasing service

Total 45

From secondary source interpretations of primarga,dancyclopedias, textbooks, hand books,

magazine, journal, internet and articles was used.

1.8.3. Types of data collection methods
Both primary and secondary data was used. Fromapyiiata collection method; original works

of research raw data, official opinion, lettersesfionnaire, and purchasing requisition forms

were used.

From secondary sources interpretations of primaitg,dEncyclopedias, textbooks, hand books,
magazine, journal, Internet and articles were used.

1.8.4 Method of data collection
Data collection method used for this research arestipnnaire, and an published document.

Open-end and close-ended questionnaire were dittdlio employees and management.

For secondary data collection, literature review #re internet were used.

1.8.5 Data Analysis
The data collected through the questionnaire waisldéed; analyzed and interpreted in terms of

percentages.

1.9 LIMITATION OF THE STUDY

It is anticipated that there were time, budget atiter constraints which can affect the study.
Furthermore, a few employees might be reluctargite information. The main problem was
finding relevant materials for the study.

1.10 ORGANIZATION OF THE STUDY



The paper has four chapters. Chapter one is thedurction and has sub sections. Chapter two
gives a brief description regarding literature eswi The third chapter deals with analysis and
presentation of the research data. The last chapteonclusion and recommendation that

summarizes the finding and proposes suggestiohsvthad rectify the identified problems.

CHAPTER TWO
REVIEW OF RELATED LITERATURE

This chapter deals with review of the related ditare which nature and concepts of Asset

Management, (Asset revaluation and proper recordsiygtem, calculating depreciation,
preventive maintenance and disposition).



2.1 DEFINITION OF ASSET LIFECYCLE MANAGEMENT

Asset Life cycle Management is a systematic prooésyperating, maintaining, and upgrading
physical assets cost-effectively. It combines eegring and mathematical analyses with sound
business practice and economic theory. Asset nesmaigt systems are goal-driven and, like the
traditional planning process, include components data collection, strategy evaluation,

program selection, and feedback.

Asset Management is the set of disciplines, Methpascedures and tools to optimize the whole
life Business Impact of costs, performance and eigbosures of the company‘s physical assets
(http://mwwww.answer s.com/topic/fixed-asse Monda21, December 2009 9:00 AM).

2.2 NATURE AND CONCEPT OF FIXED ASSET MANAGEMENT

Asset management is a complete and structured agpto the long-term management of assets
as tools for the efficient and valuable deliverycoimmunity benefits. Asset management is a
broad term. It can be defined as a process thdeguhe gaining of assets, along with their use
and disposal in order to make the most of the asae their potential throughout the life of the
assets. While doing this, it also manages and @iamtany costs and risks associated with the
assetgMitchell, 2002, p.204).

There are many different means of asset manageitherften depends on what type of asset is
involved. Whatever method you choose, there areyrsanilar things that your asset manager

system should entail:

1. Optimize asset use and manage all maintenafartsahvolved by making assets as accurate,

reliable, and efficient as possible.

2. Reducing the demand for new assets and thies reavney by using demand management

technigues and maintaining current assets.

3. Uses a form of asset tracking: knowing whereaseet is at all times, how much the asset is
worth, and how much the asset cost you to begim.wit should also incorporate this

throughout the entire life of the asset.



4. Always tries to achieve greater value for motilegugh evaluating the asset options: the cost

of maintaining, producing, the use of it, etc.

5. Always provides a report on the value of theetssalong with any costs involved in
maintaining the assets/i{tchell, 2002, P. 5Q)

2.3 WHY ASSET MANAGEMENT IS MORE CRITICALLY IMPORTANT T  HAN
EVER BEFORE?

Why is asset management important? Why is it momgortant than it has ever been before?
What's new about it? What is different? Why do wedto focus on it?

Because of a rapid period of change. Change imdrall over the world in political system, in
economic system, in institutional relationshipstanhnology, in public attitudes, in customers’
expectations. To not falling behind of others wedhéo be a part of change; and became a
leader.

Asset management draws on the principles of engimggebusiness management, and economics
and makes use of the latest computer aided tecyyoldt provides tools for decision-making

and can create a framework for short-and long-f@emning(Kelly, 1997, p. 52)

2.4IDENTIFICATION OF A FIXED ASSET (RECORDING), AND RE VALUATION
Successful asset management needs effective agsktateon and renewal strategies and

procedures and developing associated documentation.
Effective asset evaluation and renewal will allcavimg an intimate knowledge of:

a) Asset it has under its control;

b) The location of the asset;

c) The value of the asset;

d) The conditions and the performance of these assets;

e) The approximate residual life of these assets; and



f)  Prioritized projections of asset replacement orehabilitation  costs
(http://en.wikipedia.org/wiki/Fixed Assets Reqistdfednesday 30, 20080:20 AM).

2.4.1 Developing Asset Register

An asset register includes information on assetrgesn, location, conditions, residual life and
asset current cost, depreciation and value. Asggdter are useful to a wide range of personnel.
These include financial managers, engineers, meante managers and staff. The level of
details contained in the registers was | vary toit sthe required user group
(http://en.wikipedia.org/wiki/Fixed _Assets_Reqistériday, 8 January 2013030 PM).

2.4.2 Definition of Revaluation of Fixed Asg

In finance a revaluation of fixed assdatsa technique that may be required to accurakesgribe
the true value of the capital gooca$usiness owns.

Fixed assets are held by an enterprise for thegserpf producing goods or rendering services,
as opposed to being held for resale in the noroaise of businegg\nthony,2001, p.243).

2.4.3 Reasons for revaluation

The purpose of a revaluation is to bring into tbeks the fair market valuef fixed assets. This

may be helpful in order to decide whether to invesianother business. If a company wants to

sell one of its assets, it is revalued in prepanatdr sales negotiations.

It is common to see companies revaluing their fiaeslets. The purposes are varied:

» To show the true rate of return on capital employed

» To conserve adequate funds in the business foageplent of fixed assets at the end of their
useful lives. Provision for depreciatidrased on historic costas show inflated profitand
lead to payment of excessive dividends

* To show the fair market value of assets which hewesiderably appreciated since their
purchase such as land and buildings?

» To negotiate fair price for the assets of the campaefore_mergewith or acquisitionby
another company.

» To enable proper internal reconstruction, and esleeconstruction.



* To issue_shareto existing_shareholder§ights issug or for an external issue of shares

(public issue of shares).
* To get fair market value of assets, in case of @ateleasebackkansaction.

* When the Enterprise intends to take a |Iémm bank#inancial institutionsby mortgaging

its fixed assets. Proper revaluation of assets dvemable the company to get a higher
amount of loan.

» Sale of an individual asset or group of assets.

In financial firms revaluation reserves are reqiiifer regulatory reasons. They are included
when calculating a firm's funds to give a faireewiof resources. Only a portion of the firm's
total funds (usually about 20%) can be loaned dhéhands of any one counterpaatyany one
time (Large Exposure Regulatior{g)nthony, 2001, p.250).

2.4.4  Points to be considered before revaluati is undertaken
Before commencing an asset register (and relateal ahgpture) it is necessary to assess what
information is required from the register, by whoand to what level of details at what time.
(Now, every year or every 5 year or every 10 yéiang) The outcome of this assessment was

help to determine the degree of integration, nodiarthe future, with:

« financial management system;
*  maintenance management system;

. geographical information system (GIS)

From this information, an implementation plan ca&droduced for cost effective development

of an asset register.

An asset register will include:

* aunique asset identification number;
e asset location/description;
* basic dimensions;

e  material;



* year constructed,;

» importance level of asset
» useful life

» Condition rating

* residual life

. current cost

. accumulated depreciation

Written-down current cost; and annual depreamtiSchuman, 2000, p.570).

2.5 DEPRECIATION

Depreciation is a term used in accountiagonomicsand financeto spread the cost of an asset

over the span of several years.

In simple words we can say that depreciation isrdwriction in the value of an asset due to
usage, passage of time, wear and tear, technologitdating or obsolescence, depletion or
other such factor@arilyn, 2001,p.66.)

The use of depreciation affects the financial statets and in some countries the taxes of

companies and individuals. The recording of dejptemmn was cause an expense to be
recognized, thereby lowering stated profits onitfttwme statement, while the net value of the
asset (the portion of the historical cost of theeaghat remains to provide future value to the
company) was decline on the balance sheet. Depitetiaeported for accounting and tax

purposes may differ substantighytp://en.wikipedia.org/wiki/Fixed assets. Wednesday, 13

January 2010 2:30 PM ).

2.5.1 Accounting

A company needs to report depreciation accuratelisifinancial statements order to achieve

two main objectives: 1) to match its expenses wuhitn income generated by means of those
expenses, and 2) to ensure that the asset valuélseirbalance sheet are not overstated.
http://en.wikipedia.org/wiki/Fixed assets. Friday ,8 January 2010 3:00 PM).

2.5 PREVENTIVE MAINTENANCE



2.6.1 What is Preventive Maintenance?
Preventive maintenance is a schedule of plannedteraince actions aimed at the prevention of

breakdowns and failures. The primary goal of préivermaintenance is to prevent the failure of
equipment before it actually occurs. It is desigteg@reserve and enhance equipment reliability
by replacing worn components before they actuadly. fPreventive maintenance activities

include equipment checks, partial or complete omeldh at specified periods, oil changes,
lubrication and so on. In addition, workers canordcequipment deterioration so they know to

replace or repair worn parts before they causesytilure.(John, 2002, p.196).

2.6.2 Determining Preventive Replacement Time

The set of disciplines, methods, procedures &sttmloptimize the whole life business impact of
costs, performance and risk exposures (associattd the availability, efficiency, quality,
longevity and regulatory/ safety/environmental ctemze) of the Enterprise physical assets
(Terry, 2007, p.18).

If the component has an increasing failure raten th carefully designed preventive maintenance
program is beneficial to system availability. Othise, the costs of preventive maintenance
might actually outweigh the benefits. The objectiw& good preventive maintenance program is
to either minimize the overall costs (or downtirats.) or meet a reliability objective. In order to
achieve this, an appropriate interval (time) fdnestuled maintenance must be determined. One

way to do that is to use the optimum age replacémexel, as presented next.

The model adheres to :
» The component is exhibiting behavior associatedth witvear-out mode. That is, the failure

rate of the component is increasing with time.

« The cost for planned replacements is significarldgs than the cost for unplanned

replacements.



Costper unit Time vs. Time

0.02

0.018 A

0.016 A

0.014 4
L0
£
= 0.012
ic
3 0.01 4
@
‘3 0.008 Minimum Cost of
o Replacement
= 0.006 4

Preventive
0.004 4 Replacement ==
Correc Tive
Costs
0.002 Replacement
// Cost
D 1 T T T T T T R
0 100 200 300 400 500 600 700 800
Time, t

Figure 1. Cost curve for preventive and corrective replacement.

Figure 1 shows the Cost per Unit Time vs. Time .plotthis figure, it can be seen that the
corrective replacement costs increase as the eplat interval increases. In other words, the
less often you perform a PM action, the higher yoamrective costs was. Obviously, the longer
we let a component operate, its failure rate irg@edo a point that it is more likely to fail, thus
requiring more corrective actions. The oppositeus for the preventive replacement costs. The
longer you wait to perform a preventive maintenafiell), the less the costs; while if you do
PM too often, the higher the costs. If we combinthlxzosts, we can see that there is an optimum
point that minimizes the costs. In other words, onsst strike a balance between the risk (costs)
associated with a failure while maximizing the tirhetween preventive maintenance (PM)
actions(John: 2002, p.196.).



2.7 DISPOSAL DEFINITION
Disposal is removal of an item from the organizativom one working unit to other or total

disposing un functional items in a safe place.

2.7.1  Surplus and obsolete materials

The efficient management of surplus and obsoleteenads is a financial as well as a social
concern of the industrial fird.H, W, 1976, p.317).

Several terms are used to distinguish the clasdegdisposable materials commonly
comprehended under the broad term scrap (J.H, \R6j19.318).

Surpluses are defined as those materials whichnaecess of a firm’s operational requirements.

Typically originate from three primary sources:

1) Scrap and waste
2)  Surplus, obsolete, or damaged stocks and
3) Surplus, obsolete or damaged equipniBainald, 1966, p.602).

2.8 THE ROLE OF THE MATERIALS MANAGEMENT AND THE PURCHA SING

The materials cycle is not complete until all sugpimaterials are disposed of in the most
productive manner. Consequently, in firms with aterials management department, the
investment recovery function often reports to tiven’s materials managefDonald, 1966,
p.603).

29 WHY IS THIS ODD RESPONSIBILITY ASSIGNED TO PURCHASI NG?

Usually, no other department in the firm is as welélified to perform the task. The professional
and managerial skills required for a successfypabal operation are also required to do a good
job of buying. No other department of a firm is @mncerned with or as informed about
materials, their markets, and related operatingtjpes as the purchasing departm@fiasting,
1976, p.320).



2.10 DISPOSING OF SURPLUS PROFITABLY
When material is declared surplus, the materialsagament, purchasing or investment recovery
unit, as appropriate, is informed. Following tlastion, disposal is made by one of seven

methods.

1. Use within the firm

2. Return to the supplier

3. Direct sale to another firm

4. Sale to a dealer or broker

5. Sale to employees

6. Donations to educational institutions or othersafay).

7. Some combination of the preceding meth@dsnald, 1966, p. 618).

2.10.1 Managing and disposing of hazardousaterials

There is dramatic shift underway in how Enterprsg= the environment and how they are
responding to new environmental challenges. Thresels are irreversible and their message is
clear. Enterprise that ignore the environmentasaa@t the risk of their own surviva{Donald,
1976, p.320).

CHAPTER THREE
DATA PRESENTATION ANALYSIS AND INTERPRETATION

This part the paper deals with presentation arabysd interpretation of data in two parts.



The first part deals with characteristics of regpemnts in terms sex, age, educational level, work
experience an respondents working unit, The separnd deal with in presenting analyzing and

interpretation of Asset management policy, procedund real practice of the organization.

The researcher tried to gather information frommgamy source preparing questioners by

distributing to the respondents and analyzecderpméted in terms of percentage.

3.1 Background characteristics of participant respadents

Table: 1 General characteristic of the participants respondents

General characteristics Number of %

respondents

male 20 52.6

Gender female 18 4703




Total 38 100

certificate - -
diploma 11 28.94
Educational status Degree/BA/BSC 23 605
Above degree 4 10.5
Total 38 100
Material
Management 11 28.94
Finance Department 9 23.68
Equipment
Administration  and
Department Maintenance 8 21.05
Audit and Inspectior|
Service 4 10.52
Purchasing Service 6 15.7
Total 38 100
Work experience 0-5 years 10 21
6-10 years § 28
> 10years 2( 51
Total 38 100

Sources: questionnaire,2010.
According to the above table the participant resgigoits are characterized by their Gender,

Educational status, Department and Work Experience.

Based on this concerning to the first criteria Wahis sex characteristics out of the total 38
respondents 20(52.6%) of them are males. But, I&%) of the remaining ones are females.

This implies that the dominant gender of the depant are males.



With regarded to the educational status of theamdents 11(29%) of the respondents holds
diploma, 23(60.5%) of the other responderitsigégree holders the remaining 4( 10.5%) of the
respondents holder above' Hegree educational status this implies that thgamizations

employee educational status can help for the efftamanagement of its fixed assets due to their

educational standard.

The patrticipant respondents are also charactehbydbeir department which they have enraged.
Based on this out of the total 38 participant resiemts 11(28.9) of are from Material
management department 9(23.6) of the of the oreefr@m Finance department apart from this
8(21.05%) of the other ones are from Equipment Aufstriation and Maintenance, 4(10.52%) of
the participant respondents are from Audit andéaotipn service the remaining 6(15.78%) of the
other ones are from Purchasing service. This ingittzat as the majority of the respondents are
form Material management the respondents are eagh¢othave reliable information about the
fixed asset management concept work experiendeeofespondents also taken as a one general
characteristics for the participant respondensefan this put of the total 38 respondents 10(
21.10) of them have a work experience from 0-5 y&428%) of the other ones have a work
experience that ranges from 6-10 years so (5if%heother ones have a work experience
ranges >10 years this indicates that as a workréxqce increases from time to time the work
efficiency for that specific task may be inverBased on this as the majority of the respondents
have >10 years of work experience if may be seosée good effectiveness of the fixed asset

management.

3.2  Analysis on the proper application of policy and pocedures on the different

activities of material management in the enterprise

Table: 2 Application of policy and procedures on tle department of the organization

Material management Existence of proper applicatiorof procedures and policy




activities yes No No idea Total
No of No of No of No of
respond| % respond | % respond | % respond %

-ent -ent -ent -ent
Asset recording 5 15.16 30 78.94 3 7.89 38 10(
practice
Calculating deprecation 35 92.10 3 7.9 0 - 38 100
practice
Asset revaluatior 2 5.28 30 78.94 6 15.79 38 10(
practice
Preventive maintenance 10 26.31 20 52.63 8 21.0b 38 10
of asset practice
Disposal of material 15 39.47 18 47.36 5 15.4 38 10(
practice

Sources: questionnaire,2010.

Table 1: the existence of proper application aicpdures and policies in the different activities
of the enterprise.

According to the above table the respondents resploeir idea on the proper application of
policy and procedures in the different material agament activities of the enterprise. Based on
this concerning to the first activity that is assetording practice, out of the total 38 responslent
5(13.6%) of them agree with existence of propepliegtion of policy and procedures in
recording the asset of the enterprise but, 30(P8)% the respondents did not agree with the
the ramming 3(7.89%) of
the respondents responds their nothing know howutathee implementation of the policy and

implementation of the policies and strategmeghe activity and

procedures. This indicates that as the majoritthefrespondents did not agree with the proper
implementation of the policy and strategies thegntse material management directs simply by
traditional experience of the employees and ththésone obstacle for the efficient performance
of the department. In addition to this if impliessat recording policies and procedures of the

enterprise simply documented as shelf documentamdct practiced properly.

With regarded to the second activity that is calttn depreciation practice out of the total 38
respondents 35 ( 92.10%)
implementation of the enterprise policy anmategy. But, 3(7.9 %) of the respondents did

of the respondents agnée the existence of proper



not agree with its implementation this implieattas majority 35 (92.10%) of the respondents
agree with the existence of proper applicationiged and procedures in calculating
depreciation the enterprise can property calculasedepreciated products and can easily control

and evaluate the activity based on the policy andgulures.

Concerning to the third activity that is asset heation practice out of the total 38 respondents 2
( 5.26%) of them agrees with the implementatiohthe policy and procedures. But, 30 (78%)
of the respondents did not agree with the impleatent the policies and procedures in the asset
revaluation practice of the Material managementctima. The remaining 6(15.79%) of the
respondents response their less know how aboutddee this implies that asset revaluation
practices are not practiced based on the poligidspaocedures of the enterprise or the policies

and procedures are implanted in a poor level.

With regarded to the fourth activity that is pretre@ maintenance  once asset practice
10(26.31%) of the respondents agree with the priopglementation of policies and strategies in
preventive maintenance of asset practice. But5268%) did not agree with the stated idea.
The remaining 8(21.5) of the respondents respahneis non know how about the idea this

indicates that the preventive maintenance of gasetice in the enterprise is not guide by the
policies and procedures of the material managemitite enterprise. This on the other hand
implies the preventive maintenance is practicecbrmblly or by the experience of the

employees.

Concerning to the last activity that is dispos&l material practice out of the total 38
respondents 15(39.47%) of the respondents agréetiatimplementation of the procedure but,
18(47.36%) of the respondents did not agree with ithplementations of the policy and
procedure to perform the activity and 5(15.6%)h& temaining one responds their poor know
how about the concept. This implies that the diapas material practice is not guided or
implemented based on policy and procedure of thergse. This in its term indicates the
policies and procedures of the enterprise are mpiementing in the material management

activities of the enterprise except the activitycalfculating deprecation practice.



3.3 Analysis on the methods of disposition in the emntgrise

Table: 3 Existence disposition methods in the emerise

No of %age
Description respond
ents
What kinds of methods of disposition the enterpiise
using?
* Use within the firm 13 34.21
» Direct sale to another supplier 5 13.16
» Sale to a dealer or broker 20 52.63
» Sale to employee 0 0
« Donation to others 0 0
* Other 0 0
» Specify 0 0
Total 38 100%

Sources: questionnaire,2010.

According to the above table the organization usisrent methods of disposition mechanisms.
Among thus using within the firm direct sales tether supplier and sale to sealer or broker
are the dominant ones. Based on this concerninghéofirst method 13(34.21%) of the
respondents agree with implementation of use withenfirm disposition mechanism, 5(13.16%)
of the other respondents agree that the enterpssdalirect sale to another supplier method of
disposition. The remaining 20(52.63%) of the resjmms come up with response that the
enterprise use sales to dealer or broker methaoispbsition. As the majority of the respondents
agree with the implementation of the sales to brokechanism the performance of disposal
mechanism concentrates on this method. This inekctitat the enterprise costs both for broker
and buyers in disposing the materials.

3.4 The analysis on reporting system of the dispal items.

Table: 4 Reporting system of disposal items in thenterprise



No of %age
Description responde
nts

Is there any reporting system on items to be degpdsr, stores

to other working units and from other working urtitsstores?

Yes 0 0

No 30 78.94

No idea 8 21.06
Total 38 100%

Sources: questionnaire, 2010.

According to the above table the researchervegtigates on the reporting system on items
to be disposed for stores to other working unitgl &or, other working unit to stores.
Concerning this idea out of the total 38 resporsl&0(78.94%) of the respondents agree with
the non existence of the reporting system the neimgi8 (21.06%) of their respondents
responds their non know how about the reportindesys This indicates that the reporting
system is very poor and have its own negative ahpa the material inspection performance
of the enterprise.

3.4 Analysis on the existence of surplus items in theneerprise and their value in
serving as a raw material input for other.

Table: 5 The existence of surplus items in the em@rise and their value

No of %age
Description responde
nts

Are there any surplus items in the enterprise

which could be the raw materials input for others?




No of %age
Description responde
nts
Yes 10 26.31
No 10 26.31
No idea 18 47.37
Total 38 100

Sources: questionnaire,2010.

According to the presented table out of the to8alr@spondent 10(26.31) of them agree with the
existence of the disposed ones and sealing as anegerial for others. But, 10(26.31) of the

remaining one did not agree with its existence. fEmeaining 18( 47.37) the respondent have not
any know how about the idea as majority of #spondents have not any know how about the
activity the indication of this idea is that therglus items did not get any consideration and are

not sense as a material input for other out putss ih its case implies the enterprise have poor
and an organized material management.

3.6 Analysis on safe place documentation for disped items.

Table: 6 Existence of safe place documentatiotgge for disposal items in the enterprise.

No of %age
Description respondents

Is there a safe place for items totally disposed |(u
functional)?




No of %age
Description respondents
Yes 2 5.26
No 35 92.11
No idea 1 2.63
Total 38 100

According to the above table the respondents resgweir idea on the placement of disposal on
a safe place based on this out of the total 38oredents 2( 5.26%) of them agree with the safe
placement of disposed items but, majority 35( 9%} of the other one did not agree with the
stated idea. The remaining 1(2.63%) of the respunaespond their nothing know how on the

idea. This implies that the disposal items areptated on a safe place and have not any futurity

value in the enterprise.

3.7 Analysis on the partial flirty of office equiprent.

Sources: questionnaire,2010.

Table: 7 Partial failiurity of the office equipments

Description

No of
respondent
S

%age

Is there any total or partial failure of office ggment (computer




No of %age

Description respondent
S

printer, fax and photocopy machine etc) becausenascheduled

maintenance?

Yes 31 81.58

No 7 18.12

No idea 0 0
Total 38 100

Sources: questionnaire,2010.
Based on the above presented table the participasppondents have respond their idea on the
partial failiurity of the office equipment based dhis out of the total 38 respondents
31(81.58%) of them agree with the existence efgarticular failiurity of office equipment in
the office. But,7 (18.12%) of the respondents ditl agree with the stated concept this implies
that there is high amount of partial failure equgmt in the office and this can the result of in

proper placement of disposal items.

3.8 Problems that face due to the unplanned maenance.

Table: 8 Consequence of unplanned maintenance

No of %age
Description respondents
Consequence of unplanned maintenance in the eistrpr
Total failure 10 26.32
Customer Dissatisfaction 5 13.16
Expenses incurred 23 60.08
Total 38 100

Sources: questionnaire,2010.

According to the presentation to the above tablthefrespondents raise their idea on the stated
problems. Based on this out of the total 38 respoted10(26.32%) of them responds the result
of the problem is total failiurity, 5(13.6%) thehet respondents respond that the main problem

of the unplanned maintenance in the enterpriseostumer dissatisfaction apart from is



23(60.08%) of the other respondents respond tleatdlise of the problems additional expenses
costs. This implies that the unplanned maintenaficee enterprise has different problems but
the major problem is additional cost expense wicthe indicator of failiurity of the Material

management of the enterprise.

CHAPTER FOUR
SUMMARY, CONCLUSION AND RECOMMENDATION

4.1 SUMMARY



Based on the analytical part of the paper majarnity52.6% of the participant respondents are
males. On the other hand 60.5% of the participemidegree holder. Apart from this 51.10% of the

respondents have a work experience > 10 years.

Concerning to the material management activitiebthe existence of appropriate implementation
of the policies and strategies majority of 92.108f6ea with the existence of proper application
policies and procedures in calculating depreciawactice. But more than 78.94 % of the
respondents did not agree in the proper implemientaif Asset recording practice. In asset
revaluation 78.94% , preventive maintenance practi?.63 % and disposal of material
maintenance practice 47.36% respondents resphctiid not agree that implemented the proper

policy and procedures of material managemerihdrenterprise.

There are different disposition mechanisms thatémpent in different organization. But majority

or 52.63 % of the respondents agree with the exdstef selling to dealer or broker method.

Concerning to the reporting system of the entegpnimjority or 78.94% of respondents did not

agree with the existence of proper reporting systemorking unit or store.

Apart from this majority or 47.37% of the particifiehave not any idea about the existence of

surplus and selling the disposal surpluses as iigpuither production.

Concerning to the safe place or handling of theatied items majority or 92.11% of the

respondents agree with the non existence of piaferplace.

Proper maintenance of office equipment in schedtiteeé is one of the criteria in the material
management of the enterprise. But due to lack opgr maintenance in time in the enterprise
majority or 81.5% the respondents agree with thistemce of partial filer of the equipment

occurred in the enterprise.

The main problems that face in the material managerof the enterprise failure of equipment,

Customer dissatisfaction, and high expense incurred

Due to unplanned maintenance the enterprise inturigh expense ascertained by 60.08% of

respondents.



4.2. CONCLUSION

Policy and procedures are the guidance plans fer effiective utilization of specific
activities in different organization. Most orgaripa including different construction and
engineering enterprises have their own policy amtgedures, but the criteria difference is
that in implementing those policies and procurershie operation of activities. The stated
enterprise have a critical problem in implementingse policy and strategies in its material
management activity. But, amazingly the enterphses implemented the policies and

strategies in calculating its depreciation properly



Assets are renewable values of an organizatioerdifit organizations renew their assets
through different mechanisms. Among these preventmaintenance takes its major value.
But the enterprise did not prevent its materiatsdlgh preventive maintenance mechanism.

All the long age materials are considered. As dispones rather than maintaining them.

The disposition of materials may be serve as tgeranaterial management activity.
Different organizations use different dispositioeahanisms. But the dual beneficial one is
using within the firm or reprocessing the disposeaterials as an input for further output.
This benefits the organization to minimize addiéibosts. But, the enterprise disposal
materials are not used as an input for furtherwutp addition to this the disposed ones did

not get consideration by the department and sotlithh brokers.

Based on the analytical part of the paper the dgzgéion did not implement proper policies and
procedures in calculating its deprecation. This lead for the total failiurity of the total matdria
management activity.

Items or Products must revaluate when they takme. tRevaluations of assets based on material
management policies and procedures. But the setéerprise did not revaluation its Items or
Products based on policies and procedures.

4.3 RECOMMENDATION

As indicated in the conclusion part and analysig p& the paper except in its disposal
calculation the department did not implement pe8ciand procedures of the materials
management of the organization properly. This iggpthat the department did not guided by
the policies and strategies and monitor and evalaath activity based on the direction of
policies and strategies which interims the nonterige of monitor and evaluation based on
the procedures. This kind of problem can follow ig problem in the existence of the

organization and should solve by creating committeghagerial efficiency, creating an



awareness on the employees about the polices mtdgses and monitor and evaluation each

activity based on the direction of policies anctggies.

The preventive maintenance on fixed assets of titergrise is poor or the preventive
mechanism totally not implemented in the departmiat this preventive maintenance has a
dual benefit both in terms of cost effectiveness #ife time of the materials. So the
enterprise should implement this maintenance meshmsn through hiring experienced
technicians, giving growth and developmental cagdmiilding for the existed engineers and
taking preventive maintenance as an objective @ihtlterial management department of the

enterprise.

Disposed materials are materials that considerethedife time ended assets but different

organizations. The stated enterprise also considedisposed materials as life time ended
inputs and did not get any consideration. But tltksposals can generate a means of income
for the enterprise by selling to another firm ondse serve as an input for another out puts.

So the department should give special consider&tidine disposal.

As indicated in the conclusion part of the paper stated enterprise did not implement the policies
and strategies of material management in calcglatinproducts and have its own negative impact
on the General Performance of the material manageai¢he enterprise. Then it should be improve

through implementing appropriate policies and pdoces of material management.

Revaluation of material asset needs to minimizeitadél cost and effective management of
materials and the enterprise should revaluate @tenals annually to improve its performance of

material management.
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Questionnaire on Asset Management

The objective of this specific questionnaire fromatstial management, Finance, Equipment
Administration and Maintenance Departments, Audd mspection, and Purchasing services is
for the consumption of research conducted for sqgraper in partial requirement for BA Degree
in Management in St Mary’s University College. Thpecific objective is to asses policy,
procedure and real practice on Disposal of assetdrees to find out the limitation of the system

if any and propose a system which alleviates the=otiproblem.

What is Asset Management?



Asset management is a complete and structured apto the long-term management of assets
as tools for the efficient and valuable deliverycommunity benefits.

What is Asset Register?

An asset register includes information on assetrg#®n, location, conditions, residual life and

asset current cots depreciation and value.

What is Asset Revaluation?

Asset revaluation is a technique that may be requio accurately describe the true value of the
capital goods a business owns.

What is Depreciation?

Depreciation is a term used in accounting, econsraid finance to spread the cost of an asset

over the span of several years.

Or in simple words we can say that depreciatiothésreduction in the value of an asset due to
usage, passage of time, wear and tear, technologitdating or obsolescence, depletion or
other such factors.

What is preventive Maintenance?

Preventive maintenance is a schedule of plannedteraince actions aimed at the prevention of
breakdowns and failures. The primary goal of préivermaintenance is to prevent the failure of
equipment before it actually occurs. It is desigteeg@reserve and enhance equipment reliability
by replacing worn components before they actudiy Preventive maintenance activities

include equipment checks, partial or complete omeld at specified periods, oil changes,

lubrication and so on.



What is Disposal?
Disposal is removing of materials from the entisgor working unit by selling, transferring,
giving for charity, or totally disposing ( removinffom the enterprise in appropriate place ( not

disturbing the environment.)

Dear respondent,

Your immediate response is highly appreciated
Thank you very much
Tsehay Lakew

0911 33-07-30

1. Background Information

GenderF UI D
Department Educational status
Work unit Position
2. Work experience in the Enterprise.

0-5 yrs D
6-10 yrs []

Above 10 yrs D

Question Yes| No Comment




3. Does policy and procedure on

practice in the enterprise?

recordjng

Question Yes| No Comment
4. Does policy and procedure on calculating
depreciation?
Question Yes| No Comment
5. Does policy and procedure on asset
revaluation is implemented properly?
Question Yes No Comment
6. Does policy and procedure on preventive
maintenance is implemented properly?
Question Yes | No Comment

7. Does the enterprise policy and procedure
on practiced on disposal of materials?

8. If the answer for question no 5 is yes, at wiraetinterval the assets are revaluate

0-1 year
0-5 years

[]
[]




5-10 years E

9. What kinds of methods of dispositioa #nterprise is using?
. Use within the firm

. Direct sale to another supplier

. Sale to a dealer or broker

[/
[/
[/
. Sale to employees /7
[/
[

. Donation to others

. Others

Specify

9. Is there any reporting system on items to be degbder, stores to other working units

and from other working units to stores?

Yes E
No /]

10. Is there any surplus items in the enterprise whalid be the raw-materials (input) for

others?

Yes /]
No /]

11. Is there any trend donation of surplus materialEdacational institutions or any social

enterprise?



12.

13.

14.

15.

16.

Yes E
No [7
Noidea [/ /

Does the enterprise buy surplus or second hang#em

Yes [/
No [
No idea E

Is there a safe place for items totally dispasedfunctional) ?

Yes /]
No [/

Is there any total or partial failure of office @gment ( Computer, Printer, Fax and

Photocopy machine etc. ) because of un scheduledenance?

Yes E
No E

Is there any recording system about the equipmistariy? (purchasing price, purchasing

date, user, location).

Yes [ ]
No [/ /

What kinds of problem the enterprise faces becatisaplanned maintenance?

* Total failure
* Customer dissatisfaction Eg
« Minimize sales revenue (income ) [/
* Expenses incurred E
o Overtime

[

o High insurance premium charged by insurance compan E

0 Additional expense for spare part



o Others
Specify

Thank you for your time

Appendices



DCEE,

John M.
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